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INTRODUCTION
In the wake of these agreements, the project of an "ASEAN+3" between the ten ASEAN member countries and China, Japan and South Korea, emerged.
In an integrated world economy with many regulating regimes at both multilateral and regional levels, trade and Foreign Direct Investment (FDI) interact in such a way as to be mutually promoting. Although the East Asian financial crisis of 1997-98 interrupted
Vietnam's trade expansion, export orientation and integration into the world economy have substantially supported the country's development process. In this perspective, FDI attraction and participation in the international production process might be central to the prospects for Vietnam's long-term growth. It could embark on a development path similar to its East Asian neighbours, which have experienced rapid rise in their share of world trade and income.
One of the key vehicles of economic integration within the region was the ongoing process of internationalization of production through entrance of Transnational Corporations (TNCs) in manufacturing and financial services. Such a strategy aimed at accelerating the industrialization process, has made most East Asian countries strongly interdependent. Due to their participation in complex subcontracting networks, the Asian developing countries are dependent upon the TNCs' organizational structure in order to have the opportunity to benefit from these closer trade-FDI linkages. Exportoriented industrialization strategy may then enhance potential for growth when opportunities for trade based on comparative advantage can increase. But on the contrary, trade and FDI linkages may also provide active transmission channels to external shocks when they occur. This would lead to a situation in which any global crisis would be spread and exacerbated both through a traditional multiplier effect bound to the fall of economic activity and domestic demand and, a more prominent matter, through trade inter-linkages along the production networks of vertically linked industries within the area.
In view of these developments, questions then arise on how Vietnam's participation in new sub-regional integration arrangements like ASEAN+3 promote trade, FDI and development. Studies on the impact assessments of Regional Trade Agreements (RTAs) in East Asia must however consider production networking and consequent patterns of trade and FDI across national boundaries. (Nguyen N.A. and Nguyen T., 2007) . In preparation for WTO negotiations, a new Unified Enterprise Law was approved on November 29, 2005, followed by a Unified Law on Investment 6 that came into force on July 1, 2006. These amendments cancel all previous laws and regulations that discriminated foreign firms in relation to domestic firms and aim to treat them equally according to the WTO principle of national treatment (which states that foreigners must benefit from the same treatment as one's own nationals). Most importantly, they insist upon the attraction of FDI as a key strategy to promote growth and exports in the country.
<Insert Figure 1>
Vietnam has experienced a dramatic increase in FDI inflows since the mid-1990s, attesting to the successful implementation of trade and investment reforms ( Figure 1 ).
Consistent with other countries in the region, FDI inflows decreased sharply during the East Asian crisis of 1997-98, but they rebounded quickly in 2001 and have grown uninterruptedly since then. As a result, Vietnam has overtaken the Philippines and Indonesia to become the third largest recipient of FDI inflows in the ASEAN and is increasingly viewed as an alternative destination to countries such as China or Thailand (Nguyen N.A. and Nguyen T., 2007) . Due to its advantageous location in a rapid growing region, it has become an attractive location for efficiency-seeking FDI through its participation to subcontracting networks and international division of labour. 'only' doubled its export market share (from 5.74 percent to 9.64 percent during the same period). By 2007, the trade openness ratio reached 156 percent and was strongly debated among the officials; however, some of them argue that this high dependence on foreign trade is attributed to the industrialization process, as most of the inputs used in the production for export are imported. The structure of exports and imports evidences this argument.
<Insert Table 2> In accordance with the export-led growth strategy, there is a sign of improvement in
Vietnam's export structure with an apparent increase of manufactured products at the expense of primary products. Exports of manufactured products reached 52 percent by 1997: in comparison, the 50 percent threshold was reached by China in 1986, by the Philippines in 1984, by Thailand and Malaysia in 1989 and by Indonesia in 1995 (Chaponnière, Cling and Zhou, 2009 ). However, when we have a deeper look at the export structure (Table 2) , we find that the ten major commodities accounted for almost three-quarters of export revenues in 2006: namely, crude oil (20.7 percent of total exports 9 ), garments and footwear, seafood, furniture, electronic appliances and the key primary products (coffee, rice, etc.).
On the other hand, Vietnam's main imports are machine tools, electrical equipment, steel and chemical products to meet the country's demand for modern technology and materials as the industrial development proceeds ( Table 2) 
Vietnam and regional integration in East Asia
There has been current proliferation of bilateral and preferential trading arrangements in East Asia. Consistent with its ongoing participation in the world economy however, Sakakibara and Yamakawa (2003) observed that East Asia's trade and FDI patterns are global and, at the same time, intra-regional 11 . Due to the highly multilateral nature of its trade and FDI, East Asia still maintains the importance of extra-regional relationships.
But at the same time, intra-regional relationships are strengthening as individual countries attempt to grow in the shadow of China which is becoming the primary production centre of the region. Consequently, there are several types of regional and sub-regional arrangements designed to promote intra-Asian trade and FDI. For instance, the establishment of AFTA in Singapore Summit by January 1992 aimed at an obvious liberalisation and deep integration within ASEAN. But more recently, the ACFTA is indicative, rather, of a cooperative approach preferable to adopting a defensive, protectionist stance against the challenge of China.
A further approach to regionalism consists in surpassing preferential agreements and viewing trade and FDI linkages within East Asia through the cross-border activities of TNCs. These firms have created efficiency production networks and supply chains within the region. But their establishment is broader in concept than regional trade and FDI agreements. For the East Asian countries, it is one step in moving towards a full membership of the global production network. In short, the regional network should operate within and as a part of the international production network. Illustrative of this approach, clothing, electronics and automobiles are the three industrial sectors that have figured in international production networks involving developing countries.
Concomitant reforms of trade and investment regimes in the Asian developing countries,
together with industrial restructuring of the more advanced countries, have brought the Flying Geese Paradigm (FGP) pioneered by Akamatsu (1962) up to date. This metaphor has been used to describe the shift of industries from one country to another in East Asia, with the inverted V-shaped curves representing the evolution of the same industry in different countries overtime, in relation to the dynamics of comparative advantage. It provides a description of the life-cycle of various industries in the course of economic development, but involves also a regional division of labour based on an industrial and location hierarchy. In this process, trade and FDI are the main mechanisms by which development is transmitted from one country to another. They contribute both to transfer new industrial goods, to recycle comparative advantages and to relocate those sectors suffering from loss of competitiveness. Furthermore, the FGP has induced a conceptual framework for linking regional integration to the major interconnected changes in the international trade structure within East Asia (Memis and Montes 2006 where: X ii is exports of region i to region i, X ww is total world exports X iw is exports of region i to the world, X wi is exports of world to region i
The numerator defines the intra-regional trade share as a percentage of the total trade of the region, while the denominator measures the region's importance in world trade. An index greater than one indicates that trade flow within the region is larger than expected given the importance of the region in world trade. The opposite holds when the index is smaller than one. In November 2004, the ASEAN+3 leaders agreed to establish an East Asian
Community to be the long-term objectives and affirmation for future enlarged ASEAN integration. As it is expected to enhance growth and improve trade and investment linkages more effectively in East and South East Asia, the agreement content should be "WTO plus common characteristics".
However, the ASEAN enlargement issue is currently debated in terms of benefits and costs for the ASEAN members, notably the least developed ones. Firstly, the new trading arrangements imply further economic liberalization in a broad range of goods, services and investment; however, despite the high economic complementarities between the ASEAN+3 partners, the sensitive sectors are of great concerns. Secondly, the ASEAN enlargement aims to expand the market access for trade and investment.
However, the framework was initially proposed and mainly driven by China and followed by Japan: it is not sure that the latecomers like Vietnam may benefit from the regional market access but be crowded out. The participation of very heterogeneous economies questions on how the gains from trade integration will be distributed among the country members. Thirdly, it is well known that the bilateral trade of most individual countries are closely related with export markets outside the region, especially the USA and EU. Consequently, the expanding trade share and volume of intra ASEAN+3 largely depend on how China could play the role of engine of growth for the whole area. According to the United Nations Conference on Trade and Development (UNCTAD, 2008), the latter has been the locomotive of export expansion from developing countries in general and of trade among themselves in particular.
The benefits from sub-regional arrangements then largely depend on how the country participates in the triangular (South-South-North) trading networks within the region and to which extent it trades with China. The issue is addressed here by focusing on
Vietnam's case study and applying gravity model estimations on its bilateral trade. ν µ ϕ ϑ κ σ are error terms with zero mean.
CAUSALITY LINKAGE BETWEEN FDI AND TRADE: THE CASE OF VIETNAM
In equation (1), the null hypothesis "EX does not Granger-cause FDI" (1) to (6) and t ε is the random disturbance term. From equation (7) the null hypothesis that "x does not Granger-cause y" would be rejected if the lagged coefficients of the xi β 's are jointly significantly different from zero, using a standard F-test (Wald test). In case of cointegration between x and y, changes in one variable towards its long-run equilibrium value may be a result of variations in the other variable. As well, the causality between x and y could be identified if the error 
<Insert Annex 1, 2 and 3>
The empirical result shows that there is one way causality linkage between trade and FDI: Trade causes FDI, but FDI does not cause Trade in Granger's sense.
Concerning FDI and export, there is not causality relationship between these two variables. And on the linkage between FDI and import, there is 2 ways causality linkage between these variables: import causes FDI and vice-versa in Granger's sense ( Annex 1, 2 and 3).
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A GRAVITY MODEL FOR ASSESSING THE IMPACT OF FDI ON TRADE IN THE CASE OF VIETNAM
Model specification and data
Gravity models have become predominant in the last four decades in empirical analysis of bilateral trade and foreign investment because of its convenience and high degree of flexibility. The basic underpinning of gravity models is Newton's Law of Gravitation which states that two celestial bodies are subjected to a force of attraction that is directly proportional to their mass and indirectly proportional to their distance. The application of gravity equations to empirical analysis of international trade was pioneered by Tinbergen (1962) . According to the early gravity equations, the amount of trade between two countries is explained by their economic size and geographical distance: Despite extensive literature using this approach, the empirical studies based on gravity model estimation are still rather limited in the case of Vietnam. In a recent study, Nguyen and Xing (2008) applied the gravity model to analyze Vietnam's exports; however, any single-country approach needs to estimate both exports and imports as the trade flows are asymmetric. Nguyen (2002) attempted to address the effects of AFTA on Vietnam by examining both exports and imports: but his cross-section regression was only estimated for the years 1995, 1996, 1997 and 1998 . Also, Chaisrisawatsuk S. In consequence, our paper overcomes these limitations by separately estimating exports and imports in a panel dataset. The use of individual gravity models has the advantage of observing whether exports and imports reacted differently to the process of trade liberalization. Moreover, the main reason for preferring panel data analysis is that the cross-section specification is very likely to suffer from omitted variable bias because of the unobserved country specific effects. Cross-section specification has also the disadvantage to completely neglect the temporal aspects of foreign trade. Therefore adopting panel regression techniques allow us to take advantage of these different types of information.
Let us estimate separately models for Vietnam: one for the trade , one for exports and one for the imports. All empirical studies assume a log-linear functional form for gravity equations. The 3 models are defined and then estimated as follows: 
Empirical results
The ordinary least squares (OLS) method is firstly used to estimate the coefficients of the explanatory variables. As shown in Tables <Insert Table 3> <Insert Table 4> <Insert Table 5.1>   <Insert Table 5 .2>
As expected, the coefficient associated with the Vietnamese GDP is statistically significant in 4 models at the 99 percent confidence level and of positive sign, indicating that an increase in national income leads to an increase in Vietnam's external trade and inward FDI of Vietnam. In trade model, the coefficient explains that an increase of 1% GDP leads to an increase of 2, 86% of Vietnamese trade. Vietnam's export oriented strategy is then partly explained by supply capacity: a high level of national income indicates a high level of production, which increases the availability of goods for exports. Our results confirm that, like most of the Asian developing countries,
Vietnam experienced a dramatic increase in export growth and this outstanding performance was mainly driven by domestic supply capacity growth (Diaw, Rieber and Tran, 2009 ). But although larger than one, the coefficient in the export model is lower than the one in the import model (1.37 and 1.96 respectively): this may suggest that
Vietnam's economic structure tends to be more dependent on imports, despite the option for an export oriented strategy. Rather, the latter may explain ceteris paribus an increase in the income elasticity of imports and the resulting constraint on balance of payments.
Vietnam's bilateral trade is also positively influenced by its trading partners' GDP: the coefficient is statistically significant and equal to 1.16; 0.77; and 0.37 respectively in variability in the total trade, exports, and imports models. That means a 1 percent increase in the trading partners' income will boost 1.16 percent in trade; 0.77 percent in export and 0.37 percent in imports. A value of elasticity less than one indicates that Vietnam's bilateral trade grows proportionally less than foreign income. However, the country is slightly more influenced by external demand shocks than supply shocks:
notably, any global crisis will affect more foreign demand for Vietnam's exports through the traditional multiplier effect than foreign supply of capital goods or intermediated inputs for domestic production. In FDI model, the statistically insignificant shows that FDI in Vietnam is not influenced by GDP of trading partners.
As expected, the coefficient on distance is statistically significant and has the expected sign in trade, export and import models. However, the very low value in 4 models suggests that geographical proximity does not explain Vietnam's bilateral trade as much as predicted. It implies that other kinds of trade barriers may determine transaction costs in the specific case of Vietnam.
One may expect that an increase of real exchange rates will promote exports but reduce imports. The coefficient on the bilateral real exchange rate is statistically significant in both models and of positive signs: a depreciation of the Vietnamese Dong promoted exports but inversely did not decrease imports. The latter result is counter-intuitive but consistent with the fact that Vietnam needs to import machinery and equipment, steel and chemical products to meet the country's demand for key commodities and materials as the industrial development proceeds. Because the local industry cannot meet the domestic demand for production yet, the country has to fill the gap by importing.
Nevertheless, the very low coefficients suggest that the real exchange rate played a minor role in Vietnam's bilateral trade with the countries under study. This fact is reconfirmed by statistically insignificant coefficient in FDI model.
The coefficient on ASIA highly significant in our gravity models and has a positive sign.
With a value greater than one in the export model, the sub-regional integration contributed to Vietnam's exports through foreign market access and a demand-led expansion within East Asia. More importantly, the sub-region seemed to play an even greater role in supplying Vietnam, as the coefficient of the regional dummy is equal to 3.26 on the import side and 1.98 on the FDI model. This result evidences a trade reorientation towards the Asian neighbours at the expense of third markets like EU.
Looking at the second dummy variable, the coefficient on Colony is significant in import model. Nevertheless, the very low coefficients suggest that the colony played a minor role in Vietnam's bilateral trade with the countries under study. This fact is reconfirmed by coefficient statistically insignificant in trade, export and FDI model.
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Finally, in complement to the traditional gravity variables, an overall positive relation between Vietnam's foreign trade and FDI is expected as the two variables interact in such a way as to be mutually promoting. In the conventional gravity models, export supply capacity of a country is primarily determined by its GDP whereas the export demand is determined by GDP of the importing countries. However, if a country has a large stock of export-oriented FDI, its export supply capacity will be higher than the country with the same level of GDP but less stock of export-oriented FDI. Furthermore, if the foreign investors are mainly motivated by supplying the home country market, FDI will raise exports from the host country in destination to the FDI source country. and consequent "vertical" trade (Chaponnière et al. 2009 ). In FDI model, the coefficient of import is statistically insignificant, this fact shows that import don't influence on FDI of Vietnam. All in all, our results suggest that the effective contribution of FDI inflows to Vietnam's export performance may be overestimated in the literature.
CONCLUSION
Trade and FDI have given a specific dimension to the rapidly growing East Asian countries by contributing to the acceleration of industrial growth and structural change along their development process. Following their footsteps, the actual performance of
Vietnam's external sector has been attributable to a sound regime of trade liberalization and strengthened international integration since the early 1990s. In this context, our paper aimed to assess the impact on Vietnam's trade of FDI which has been proposed in recent years. There is a development in trading arrangements within East Asia which are expected to promote trade, FDI inflows and economic growth among the members.
However, the ASEAN enlargement to ACFTA, then ASEAN+3 is currently debated:
notably because the regional integration may progress differently among the member countries and this will not necessarily result in effective growth. In the specific case of By the same token, the value of coefficients on the main partners' GDP implies that Vietnam was more influenced by external demand shocks than supply shocks: hence, any global crisis will affect more foreign demand for Vietnam's exports than domestic imports of capital goods or intermediated inputs for production. The impact of geographical distance (which is a proxy of transaction costs) is negative but appeared to be rather modest. It implies that other kinds of trade barriers may determine transaction costs in the specific case of Vietnam.
In complement to the traditional gravity variables, our results suggest that the effective contribution of FDI inflows to Vietnam's external trade may be overestimated in the literature. In relative terms however, FDI attraction encourages more imports than exports and, combined to trade liberalization, there is the fear that Vietnam will face 29 tighter balance of payments constraints. The real exchange rate did not play an important role in promoting Vietnam's exports, while the positive sign associated with its coefficient on the import side is counter-intuitive. In fact, the country was constrained to import most of its export related production commodities, even though the real exchange rate development made them more expensive.
Finally, the intra-regional factor played a significant role in Vietnam's trade expansion.
In terms of foreign outlets, the fast growth of some emerging countries in East and Southeast Asia (notably China) was an engine of export growth for Vietnam at the expense of third markets like the EU. But at the same time, they tended to play a greater role in supplying Vietnam. As the largest wave of production-sharing schemes has been found in the dynamic East and South-East Asia, the ongoing implication of Vietnam in such regional trading networks for manufacturing parts and components will enhance this joint but divergent trend in exports and imports. 1 9 9 0 1 9 9 1 1 9 9 2 1 9 9 3 1 9 9 4 1 9 9 5 1 9 9 6 1 9 9 7 1 9 9 8 1 9 9 9 2 0 0 0 1 9 9 1 1 9 9 2 1 9 9 3 1 9 9 4 1 9 9 5 1 9 9 6 1 9 9 7 1 9 9 8 1 9 9 9 2 0 0 0 
